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BANKERS' long bills, bankers' short 
bills, cable transfers, commercial clean 
(long and short), commercial documentary 
(long and short), documents on acceptance 
and on payment, etc., are terms to terrify 
the uninitiated. Analyzed, they seem ridicu-
lously simple. 
Bills of exchange are issued either by 
banks or by merchants. Hence, the terms, 
bankers' bills and commercial bills. If they 
run over thirty days they are called long 
bills; thirty days or under, short bills. If 
they have no bills of lading attached, they 
are clean; with the bills of lading, documen-
tary. In some cases the documents are 
surrendered upon acceptance of the draft; 
in others only upon payment. These varia-
tions in the form of exchange have little 
bearing on the accounting for foreign 
exchange. 
The foreign exchange banker in New 
York who acts as the intermediary between 
the merchants of this and other countries, 
buys exchange and sells exchange. The 
exchange which he buys is that which con-
sists of drafts drawn by merchants in this 
country against merchants in some foreign 
country. The price which he pays is deter-
mined by the economic law, namely, the 
demand for and supply of drafts on foreign 
countries. The exchange which he sells is 
his draft against the credit established 
abroad by the drafts purchased or some-
times his credit with the foreign banks 
where he has connections. 
When large quantities of American goods 
have been sold abroad the supply of ex-
change (drafts) on London, for example, 
increases. If there is more exchange of-
fered than the banks and exchange brokers 
will take promptly the price sags. The 
more the offerings by exporters and the less 
the takings by the banks, the lower falls 
the price. 
On the other hand, importers who have 
purchased goods abroad have need for 
drafts (on London, for example) with 
which to settle accounts. The relation of 
their demand to the supply of the banks 
fixes the price. As the demand gets out of 
proportion to the supply the price rises. It 
may, in consequence, go so high that it 
would be cheaper to obtain the gold, stand 
the expense of insuring and shipping it and 
take the loss caused by the wear and tear 
on the gold (abrasion). Any extensive 
shipping of gold will tend to decrease the 
demand for exchange so that the price of 
exchange will fall. The prices constituting 
the extremes of this range are known as 
the "gold points." 
The books of the importer or the exporter 
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are little affected by the foreign exchange 
element. The importer receives his invoice, 
the draft, or the trade acceptance, as the 
case may be, in foreign currency, but he 
converts the amount into American cur-
rency before making the entry. Charging 
merchandise or some similar account he 
credits accounts payable, drafts payable, or 
acceptances payable. When the time comes 
to settle he ascertains from the bank how 
much it will cost him in American currency 
to purchase so many pounds, shillings and 
pence. If the amount, for which he sends 
his check to the bank and charges against 
the liability account, happens, on account 
of the fluctuation in exchange, to differ 
from the amount of the original credit, 
there will be a slight gain or loss in ex-
change. A n entry is then made balancing 
the liability account and debiting or credit-
ing profit and loss. The merchandise ac-
count is not disturbed. 
The exporter has very little trouble in 
his bookkeeping on account of the foreign 
exchange feature. If he sells on open 
account there is no difference between an 
export and a domestic transaction. He 
charges accounts receivable when the goods 
are sold. He receives New York (dollar) 
exchange in settlement. If he sells by draft 
he charges drafts receivable and credits 
sales. If the draft is sold to a bank the pro-
ceeds which he receives are charged to cash 
and credited to drafts receivable. Any dif-
ference between this and the original amount 
charged to drafts receivable is a loss or 
gain on exchange. The draft account and 
the profit and loss account are adjusted 
accordingly. 
Where there are frequent transactions 
between concerns in two countries, such as 
an American house with a French branch, 
or a New York concern acting as represen-
tative of a London business, it is customary 
to have a standard rate of exchange on 
which basis all transactions during the ac-
counting period are computed. The balance 
at the end of the period is then priced at 
the market rate on such day, the difference 
being taken up as the gain or loss on 
exchange. 
(To be continued) 
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Foreign Exchange (Continued) 
DOLLAR LETTERS OF CREDIT 
B R I E F L Y , a Letter of Credit is written 
authority given to one party, usually a 
vendor, to draw drafts on a bank or banker 
for account of a third party. There are 
several classes and kinds of Letters of 
Credit, but where the drafts are to be drawn 
in dollars on an American bank, we have 
the Dollar Letter of Credit, which has be-
come an instrument of importance in inter-
national trade almost overnight. 
For example, take raw silk purchased in 
Japan for shipment to New York for the 
purpose of being manufactured in the mill 
towns of New Jersey. The distance be-
tween New York and Japan is so far that 
it is difficult for the vendor to inform him-
self as to the credit standing of the importer 
or knowing once to keep his information 
up to date. There are many cases, of 
course, where the shipper abroad has abso-
lute confidence in the importer and gladly 
sells on open account. Far oftener the 
importer is known abroad only in a general 
way, and according to custom, provides the 
seller with the guarantee of a bank in the 
form of a Letter of Credit. 
The next question is as to the kind of a 
letter of credit which will be satisfactory. 
Must it be opened through a Japanese bank 
in yen or a London bank in sterling, or will 
one opened through a prominent New York 
bank in dollars be acceptable to the mer-
chant in Japan? A l l this merchant really 
cares about is the price for which he will be 
able to sell his draft covering the value of 
the silk. 
This brings up for consideration the dis-
count market in the city on which the Letter 
of Credit is to be opened, because, after the 
draft has been accepted, it will probably 
be sold there as a bank acceptance. The 
amount which the local banker will pay our 
vendor in Japan will depend on the price 
for which he will be able to discount the 
draft in the city on which it is drawn. 
London, for hundreds of years, has been 
the great commodity market of the world. 
There one will find a most complete equip-
ment of docks, warehouses, auction rooms, 
and other conveniences for handling inter-
national commerce. Buyers have been 
compelled to go there and buy raw material 
from all over the world at retail, so to 
speak. London banks have prestige and 
the experience in buying and selling com-
mercial bills which results from handling 
all this business successfully for a long 
period of time. London banks are in pos-
session of a hugh fund of capital from the 
accumulated profits of years of success and 
from the balances of banks and merchants 
all over the earth who have found it advan-
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tageous to carry balances at this great mar-
ket centre. This capital is always seeking 
profitable investment and has enabled Lon-
don to build up and maintain the most im-
portant of all discount markets. 
Prior to 1913, although our imports and 
exports were large in volume, the banking 
laws of this country would not permit 
national banks to accept time drafts. The 
Federal Reserve Law, however, provided, 
in substance, that member banks might "ac-
cept drafts not having more than six 
months' sight to run and growing out of 
the importation or exportation of goods up 
to the amount of one-half their capital and 
surplus." The bill also provided for the 
purchase by the Federal Reserve Banks of 
such drafts after acceptance. For the first 
time in history this country found itself in 
possession of the machinery to compete with 
other nations for our just share of inter-
national trade. 
Why should we be compelled to buy at 
retail in London or, in buying direct, be 
compelled to allow a London bank to come 
into the transaction and collect a commis-
sion? Formerly, it was because drafts 
drawn on New York in dollars would have 
to be held until maturity as an investment 
or sold at a cheap price in a foreign dis-
count market. The vendors abroad were 
surely justified in asking for sterling credits. 
The war has changed the situation for 
the time being. The fund at London is 
partly depleted and the balance is being used 
to finance the war. This has abated the 
keen competition. There is the further im-
portant reason of loss or delay of documents 
passing in and out through the war zone, 
and, of course, raw materials cannot be 
handled for re-export through the London 
market. 
Without effort on our part we have been 
placed in a position where dollar credits are 
the only ones acceptable to the exporters 
abroad. We find ourselves issuing an 
amount greater than we could have hoped 
for after years of competition in times of 
peace. The dollar and the names of our banks 
are finding their way to the remotest corners 
of the earth where formerly only the pound 
sterling and the local currency were known. 
We must remember that this new business 
has come so easily because our competitors 
are busy with other things. London still 
holds the balance of banking power and the 
apparatus for handling international com-
merce. Her merchant fleet, we know, will 
be partly saved and all rebuilt. Later, we 
shall have to retain the old and obtain the 
new business in competition with her. 
American enterprise, will be glad of the 
opportunity to meet the other nations on 
equal terms and to succeed solely on the 
basis of merit. 
man. 
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DOLLAR LETTERS OF CREDIT 
C O N T I N U I N G the discussion of the dol-
lar letter of credit described in the pre-
ceding article: When the importer in New 
York has arranged to settle for purchases of 
silk in Japan by this means, he will go to 
his local bank and make out the formal ap-
plication for the credit. This will cover the 
total amount of drafts to be drawn, the 
time within which they are to be drawn, the 
tenor of the drafts, a brief description of 
the merchandise to be shipped, and the docu-
ments required. 
The opening of the letter of credit is, of 
course, granting accomodation to the im-
porter and authority must be obtained from 
the department which checks credits. 
The clerk in the Foreign Department is 
ready to have the formal letter of now 
credit drawn up. The wording is quite 
lengthy, but in substance the New York 
bank addressing the vendor in Japan pro-
vides that if the vendor ships certain goods, 
which are described, within a certain time, 
and attaches the shipping documents which 
are named, usually bills of lading, insurance 
certificates covering marine and war risks, a 
consular invoice and a commercial invoice, 
to the draft for the selling price of the goods, 
they (the New York Bank) will accept the 
draft in accordance with the terms of the 
letter of credit. A t the same time the bank 
has a contract drawn up in duplicate, which 
is signed by the bank and the importer, cov-
ering the letter of credit. The importer 
promises to reimburse the bank one day be-
fore maturity for all drafts accepted by the 
bank under the letter of credit. The is-
suing of the letter of credit and the execut-
ing of the contract cause a double contin-
gent liability to spring up. First, there is the 
promise of the New York bank to the vendor 
in Japan to accept drafts drawn in conform-
ity with the terms of the letter of credit, 
and there is the offsetting promise of the 
importer in New York to reimburse the bank 
for drafts accepted under the letter of credit. 
This double contingent liability should al-
ways be reflected through the accounts of 
the bank. Sometimes only a memorandum 
account is kept, which is satisfactory pro-
vided the correctness is verified at regular 
intervals. National banks are required by 
the Comptroller of the Currency to use off-
setting accounts in their statements. The 
promise of the importer to the bank is shown 
by a charge to an account called "Customers' 
Liability under Letters of Credit and Ac-
ceptances," which from the point of view 
of the bank represents a contingent asset. 
The promise of the bank to the vendor is re-
flected in an account entitled "Unused Let-
ters of Credit," a contingent liability. These 
two accounts are carried in the general 
ledger of the Foreign Department. The 
Unused Letter of Credit account is a con-
trolling account. 
The subsidiary record will take the form 
of a loose-leaf book with one page for each 
letter of credit opened. The pages will be 
arranged in alphabetical order according to 
the names of the customers for whose ac-
count the letters of credit are opened. On 
the loose-leaf sheets there will be given the 
details of the letter of credit and a descrip-
tion of the merchandise to be shipped, and 
ample space will be provided for a record 
of drafts accepted and documents received, 
and a description of the merchandise the doc-
uments represent. The importer mails the 
formal letter of credit to the vendor in 
Japan, who places his merchandise on board 
the vessel, receives his bills of lading, takes 
out the necessary insurance and receives 
certificates therefor, and makes up the con-
sular invoice and has it attested. Now the 
vendor mails one copy of the bill of lading 
to the bank in New York with a letter de-
scribing briefly the merchandise shipped and 
the draft drawn. Two copies of the bills of 
lading, one copy of each insurance certificate, 
the consular invoice and the commercial in-
voices are attached to the original draft 
which he has drawn. Other copies of the 
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bills of lading and any other documents are 
attached to the duplicate draft. The vendor 
takes both original and duplicate copies of 
the draft to his banker in Kobe or Yokohama 
and sells them for a price in yen. He is 
able to do this because he exhibits a letter 
of credit of a New York bank. If he pre-
fers, which is seldom, he may deposit the 
draft for collection. The Kobe bank sends 
the draft to London or New York for ne-
gotiation or collection, and finally, after 
passing through the hands of several banks 
and bankers, the draft is presented at the 
window of the New York bank for accept-
ance. The letter advising the drawing of 
the draft has probably been received pre-
viously and held by the New York bank 
awaiting presentation of the draft. 
Acceptance of the draft and the exami-
nation and disposition of the documents will 
be covered in the next article. 
M
